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Senator  Kennedy.  Mr.  Thurman.  |  ^ 

STATEMENT  OF  BILL  W.  THURMAN,  D 

PLANNING  AND  REPORTING,  NATIONAL  SECURITY  AND  INTER¬ 
NATIONAL  AFFAIRS  DIVISION,  GENERAL  ACCOUNTING  OFFICE 

Mr.  Thurman.  Mr.  Chairman,  we  too  are  pleased  to  be  here  and 
have  a  fairly  extensive  statement  describing  the  estimates,  which  I 
would  submit  for  the  record. 

Senator  Kennedy.  All  of  the  statements  will  be  included  in  the 
record. 

Mr-  Thurman.  Thank  you,  sir.  You  asked  us,  as  you  have  alluded 
fto,  to  assume  that  the  Coral  Sea  and  the  U.S.S.  Midway  would  be 
*the  aircraft  carriers  that  would  retire. 

"T&e  committee  also  asked  us  to  make  some  other  assumptions 
which  we  used  in  developing  the  three  estimates  that  are  shown  up 
on  the  chart  (chart  found  in  CRS  statement)  that  you  have  displayed. 
A  wide  range  of  estimate*:-  can  be  calculated  for  the  early  retire¬ 
ment  proposal,  as  you  have  said,  Mr.  Chairman,  depending  on  the 
assumptions  used. 

Estimates  differ  depending  on  the  rate  at  which  fleet  moderniza¬ 
tion  and  expansion  would  continue,  whether  aircraft  would  be  re¬ 
tired  or  used  to  fill  existing  shortfalls,  and  whether  indirect  as  well 
as  direct  operational  and  support  costs  would  be  avoided. 

Savings  estimates,  as  the  charts  (charts  found  in  GAO  statement) 
show,  differ  between  CBO,  GAO,  and  the  Department  of  Defense, 
because  of  that  variation  in  assumptions,  as  well  as  because  of  a 
variation  in  the  data  sources  that  were  used  to  compile  the  esti¬ 
mates. 

We  based  our  analysis  primarily  on  cost  reports,  Navy  cost  re¬ 
ports,  which  aggregate  the  expenditures  associated  with  ships  and 
aircraft,  and  used  that  as  the  fundamental  source  document  to 
compute  our  estimates. 

Potential  savings  we  calculated  over  the  7-year  period,  from 
fiscal  years  1990  through  1997,  range  from  a  low  of  about  $1.1  bil¬ 
lion  to  a  high  of  about  $5.1  billion  in  budget  authority. 

Let  me  just  briefly  summarize  the  assumptions  associated  with 
each  case.  Our  case  one  generally  parallels  the  DOD  savings  esti¬ 
mate  and  its  assumptions  about  fleet  shortfalls  and  modernization 
requirements,  although  I  should  point  out  that  that  in  no  way  im¬ 
plies,  as  the  DOD  witnesses  suggested,  that  they  agree  with  the 
proposal  for  an  early  retirement.  This  case  assumes  that  there 
would  be  no  indirect  cost  savings,  such  as  shore  base  support  asso¬ 
ciated  with  the  retirement. 

The  assumption  was  based  on  the  Navy’s  contention  that  indirect 
C06t  savings,  if  measurable  at  all,  would  be  of  such  short  duration 
as  to  be  negligible. 

The  case  also  assumes  that  aircraft  from  the  deactivated  wing 
would  be  redistributed  to  meet  the  needs  in  other  wings,  and  that 
fleet  modernization  and  expansion  efforts  would  continue  with  no 
delays  in  planned  procurement  of  ships,  aircraft,  or  munitions. 

Military  personnel  from  the  Midway  and  Coral  Sea  are  assumed 
to  be  reassigned  to  fill  personnel  shortfalls  elsewhere.  And  in  other 
words,  there  would  be  no  savings  in  military  personnel  costs  in  our 
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Senator  Kennedy.  Mr.  Thurman. 


[  n  ooasttH 

"  DEPUTY  DIRECTOR  FOR 


STATEMENT  OF  BILL  W.  THURMAN, 

PLANNING  AND  REPORTING,  NATIONAL  SECURITY  AND  INTER¬ 
NATIONAL  AFFAIRS  DIVISION,  GENERAL  ACCOUNTING  OFFICE 


Mr.  Thurman.  Mr.  Chairman,  we  too  are  pleased  to  be  here  and 
have  a  fairly  extensive  statement  describing  the  estimates,  which  I 
would  submit  for  the  record. 

Senator  Kennedy.  All  of  the  statements  will  be  included  in  the 
record. 

My.  Thurman.  Thank  you,  sir.  You  asked  us,  as  you  have  alluded 
to,  tp  assume  that  the  Coral  Sea  and  the  U.S.S.  Midway  would  be 
thel&ircraft  carriers  that  would  retire. 

The  committee  also  asked  us  to  make  some  other  assumptions 
which  we  used  in  developing  the  three  estimates  that  are  shown  up 
on  the  chart  (chart  found  in  CHS  statement)  that  you  have  displayed. 
A  wide  range  of  esJmatec  can  be  calculated  for  the  early  retire¬ 
ment  proposal,  as  you  have  said,  Mr.  Chairman,  depending  on  the 
assumptions  used. 

‘Estimates  differ  depending  on  the  rate  at  which  fleet  moderniza¬ 
tion  and  expansion  would  continue,  whether  aircraft  would  be  re¬ 
tired  or  used  to  fill  existing  shortfalls,  and  whether  indirect  as  well 
as  direct  operational  and  support  costs  would  be  avoided. 

Savings  estimates,  as  the  charts  (charts  found  in  GAO  statement) 
show,  differ  between  CBO,  GAO,  and  the  Department  of  Defense, 
because  of  that  variation  in  assumptions,  as  well  as  because  of  a 
variation  in  the  data  sources  that  were  used  to  compile  the  esti¬ 
mates. 

We  based  our  analysis  primarily  on  cost  reports,  Navy  cost  re¬ 
ports,  which  aggregate  the  expenditures  associated  with  ships  and 
aircraft,  and  used  that  as  the  fundamental  source  document  to 
compute  our  estimates. 

Potential  savings  we  calculated  over  the  7-year  period,  from 
fiscal  years  1990  through  1997,  range  from  a  low  of  about  $1.1  bil¬ 
lion  to  a  high  of  about  $5.1  billion  in  budget  authority. 

Let  me  just  briefly  summarize  the  assumptions  associated  with 
each  case.  Our  case  one  generally  parallels  the  DOD  savings  esti¬ 
mate  and  its  assumptions  about  fleet  shortfalls  and  modernization 
requirements,  although  I  should  point  out  that  that  in  no  way  im¬ 
plies,  as  the  DOD  witnesses  suggested,  that  they  agree  with  the 
proposal  for  an  early  retirement.  This  case  assumes  that  there 
would  be  no  indirect  cost  savings,  such  as  shore  base  support  asso¬ 
ciated  with  the  retirement. 

The  assumption  was  based  on  the  Navy's  contention  that  indirect 
cost  savings,  if  measurable  at  all,  would  be  of  such  short  duration 
as  to  be  negligible. 

The  case  also  assumes  that  aircraft  from  the  deactivated  wing 
would  be  redistributed  to  meet  the  needs  in  other  wings,  and  that 
fleet  modernization  and  expansion  efforts  would  continue  with  no 
delays  in  planned  procurement  of  ships,  aircraft,  or  munitions. 

Military  personnel  from  the  Midway  and  Coral  Sea  are  assumed 
to  be  reassigned  to  fill  personnel  shortfalls  elsewhere.  And  in  other 
words,  there  would  be  no  savings  in  military  personnel  costs  in  our 
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estimate  labeled  GAO  one  (Information  found  in  the  GAO  state¬ 
ment). 

Estimated  budget  authority  savings  for  the  second  case  were 
about  double  that  of  the  previous,  about  $2.6  billion  over  the  7-year 
period. 

The  principal  assumptions  for  this  case  were  that  indirect  oper¬ 
ating  and  support  costs  such  as  base  support  would  vary  in  propor¬ 
tion  to  the  direct  costs  associated  with  operating  the  carriers. 

Second  that  operating  and  support  savings  would  occur  in  mili¬ 
tary  personnel  accounts.  In  other  words,  the  active  military  people 
on  the  stepdown  carriers  would  leave  the  service,  there  would  be  a 
net  loss. 

Third,  that  ship  procurement  plans  would  be  delayed  for  those 
ship  types  for  which  there  are  no  shortfalls  expected  during  the 
1990s.  And  also,  as  in  case  one,  aircraft  from  the  deactivated  wing 
would  be  reassigned,  as  needed,  to  fill  shortfalls  rather  than  retired 
earlier  than  planned. 

The  third  case,  and  the  one  that  produces  the  most  savings 
shown  on  the  chart.  (Chart  found  in  CRS  statement).  Estimated  po¬ 
tential  budget  authority  savings  there  turn  out  to  be  $5.1  billion. 

Major  assumptions  were  that  all  aircraft  associated  with  the  de¬ 
activated  wing  would  be  retired  or  used  to  replace  older  aircraft 
which  would  be  retired,  rather  than  used  to  satisfy  shortfalls. 

Second,  that  the  fiscal  year  1989  procurement  plans  for  new 
ships  and  munitions  associated  with  the  15th  carrier  battle  group 
would  be  postponed,  including  ships  for  which  shortfalls  are  pro¬ 
jected. 

Third,  indirect  operating  and  support  costs  would  decrease  pro¬ 
portionately  with  direct  costs,  and  as  in  case  two,  savings  would 
occur  in  military  personnel. 

Let  me  summarize,  if  I  may,  or  let  me  give  you  some  other  num¬ 
bers  that  you  asked  for,  Mr.  Chairman,  quickly.  The  committee 
asked  us  to  calculate  and  estimate  the  costs  of  operating  a  Midway 
battle  group.  We  did  that  in  two  ways. 

First,  we  estimated  the  costs  associated  with  the  current  configu¬ 
ration.  That  turned  out  to  be  about  $1  billion  annually  for  the 
entire  battle  group. 

We  also  calculated  it  for  the  so-called  notional  configuration, 
which  is  that  mix  of  ships  that  the  Navy  would  like  to  see  in  the 
battle  group.  That  number  turned  out  to  be  $1.4  billion. 

To  summarize,  Mr.  Chairman,  the  Navy  officials  with  whom  we 
worked  during  the  course  of  our  study  made  very  clear  their  view 
that  the  proposal  to  retire  two  aircraft  carriers  ahead  of  schedule 
and  to  wait  until  1997  to  have  15  deployable  carriers  in  the  fleet 
has  some  implications,  some  adverse  implications,  for  the  Navy’s 
ability  to  meet  national  security  commitments. 

We  have  not,  as  part  of  this  effort,  evaluated  security  or  mari¬ 
time  strategy  ramifications  of  such  a  decision.  However,  each  of  the 
three  cases  that  are  outlined  on  the  chart  would  impact  in  some 
way  on  the  Navy’s  force  structure  and  the  number  of  ships  that 
wiu  be  available  to  the  fleet. 

Even  with  the  Navy’s  current  shipbuilding  plans,  it  will  not  have 
all  the  combatants  and  support  ships  it  needs  to  satisfy  its  stated 
battle  force  requirements  into  the  1990’s  and  beyond. 

SA|M  9  0  0  C  5  &4 
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Continuing  with  the  Navy's  current  shipbuilding  plan,  the  pri¬ 
mary  assumption  that  we  used  for  case  one  would  have  the  least 
negative  impact  on  this  shortfall  situation.  It  would  generally  not 
cause  the  shortfalls  to  worsen,  and  the  remaining  14  deployable 
carrier  battle  groups  may  have  greater  warfighting  capabilities 
than  they  otherwise  would  have  as  new  support  vessels  enter  the 
fleet. 

Case  two  would  essentially  maintain  the  status  quo  with  regard 
to  the  combat,  capability  of  the  remaining  14  deployable  carrier 
groups.  But  overall,  the  Navy  would  have  fewer  ships  than  the 
fleet  can  currently  plan  throughout  the  1990’s. 

Under  case  two  assumptions,  construction  would  only  be  delayed 
for  ships  not  expected  to  be  in  a  shortfall  position.  Thus,  the  Navy 
would  continue  to  improve  its  force  goals  but  at  a  slower  pace  than 
planned. 

Finally,  the  case  three  savings  have  the  more  serious  policy  im¬ 
plications  in  terms  of  this  particular  scenario.  If  that  policy  were 
adopted,  the  Navy’s  projected  shortfalls,  both  in  aircraft  and  ships, 
would  clearly  be  exacerbated. 

Thank  you,  Mr.  Chairman.  And  I  will  stand  by  also  for  questions. 

[The  prepared  statement  of  Mr.  Thurman  follows:] 


55 


Stataaent  of 

Bill  V.  Thurman ,  Deputy  Director  for  Planning  and 
Reporting 

National  Security  and  International  Affairs 
Division 


Estimates  of  Potential 
Two  Aircraft  Carrier* 


Saving*  By  Retiring 
Early 


Mr.  Chairman  and  members  of  the  Subcommittee,  we  welcome  the 
opportunity  to  be  here  today. 


The  National  Defense  Authorization  Act  for  Fiscal  Years  1988  and 
1989 ,  directed  the  Department  of  Defense  to  study  the  direct  and 
indirect  cost  savings  that  could  be  achieved  by  decommissioning  one 
older  aircraft  carrier  in  1990  when  the  U.S.S.  Abraham  Lincoln  is 
brought  into  the  fleet  and  a  second  older  carrier  in  1992  when  the 
U.S.S.  George  Washington  is  commissioned,  and  by  deactivating  an 
existing  air  wing  in  1990.  The  net  effect  of  this  proposal,  if 
implemented,  would  be  to  delay  until  1997  reaching  the  goal  of 
having  15  deployable  aircraft  carriers  in  the  fleet. 


In  addition  to  the  DOD  study,  you  by  asked  that  we  and  the 
Congressional  Budget  Office  (CBO)  independently  develop  estimates 
of  direct  and  indirect  cost  savings  for  this  proposal — assuming  the 
carriers  retired  early  would  be  the  U.S.S.  Coral  Sea  and  U.S.S. 
Midway.  Hie  Committee  also  asked  us  to  make  other  assumptions 
about  the  rate  at  which  ship  construction  would  continue  in  an 
effort  to  overcome  existing  ship  shortfalls,  whether  aircraft  would 
be  retired  or  used  to  offset  aircraft  shortfalls,  and  whether 
indirect  operating  and  support  costs  would  be  avoided.  Using  three 
different  sets  of  assumptions,  we  calculated  three  savings 
estimates.  While  these  estimates  were  independently  developed,  you 
also  asked  that  we  coordinate  our  efforts  with  those  of  CBO  and 
DOD,  which  we  have  done. 


A  wide  range  of  saving*  estimates  can  be  calculated  for  the  early 
retirement  proposal  depending  upon  the  assumption*  used.  (See 
figure  1  below,  and  Appendix  I.)  Por  example,  estimates  differ 
depending  upon  the  rate  at  which  fleet  modernization  and  expansion 
would  continue,  whe ther  ’a i rcraf t  would  be  retired  or  used  to  fill 
existing  shortfalls,  and  whether  indirect— as  well  as  direct- 
operational  and  support  costs  would  be  avoided.  Savings  estimates 
also  vary  among  GAO,  CBO,  and  DOD  because  different  estimating 
methods  and  data  sources  were  used.  Por  example,  we  relied 
primarily  on  data  from  the  Navy's  Visibility  and  Management  of 
Operating  and  Support  Cost  reports — known  as  VAMOSC-Air  and  VAMOSC- 
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Ships.  These  reports  compile  actual  expenditures  for  ships  and 
aircraft.  We  also  used  budget  and  other  data  in  our  analysis.  We 
understand  that  CBO  primarily  used  data  from  its  Defense  Resources 
Model  which  uses  aggregated  program  elements  from  the  Department  of 
Defense's  Five  year  Defense  Plan  (FYDP) •  Appendix  II  provides  a 
listing  of  assumptions  we  used  in  calculating  our  three  cases. 


SAVINGS  ESTIMATES 


The  potential  savings  estimates  we  calculated  over  the  7-year 
period,  fiscal  years  1990  through  1997,  range  from  a  low  of  about 
$1.1  billion  to  a  high  of  about  $5.1  billion  in  budget  authority* 
(See  Table  III.l  in  Appendix  III)  Outlay  savings  would  be  slightly 
less  due  to  the  slower  spend-out  rates  for  soae  accounts. 

Case  I 

Our  case  I  generally  parallels  the  DOD  savings  estimates  and  its 
assumptions  about  fleet  shortfalls  and  modernization  requirements — 
although  this  in  no  way  iaplies  that  DOD  endorses  the  early 
retirement  proposal.  This  case  assumes  that  there  would  be  no 
indirect  cost  savings,  such  as  shore  base  support  and  retired  pay 
accrual  costs.  This  assumption  was  based  on  the  Navy's  contention 
that  indirect  cost  savings,  if  measurable  at  all,  would  be  of  such 
short  duration  as  to  be  negligible.  This  case  also  assumes  that 
aircraft  from  the  deactivated  wing  would  be  redistributed  to  meet 

the  needs  in  other  air  wings,  and  that  fleet  modernization  and 
expansion  efforts  would  continue  with  no  delays  in  planned 
procurement  of  ships,  aircraft,  or  munitions.  Military  personnel 
from  the  Midway  and  Coral  Sea  would  be  reassigned  to  fill  personnel 
shortfalls . 

These  assumptions  produce  a  savings  estimate  of  $1.1  billion  in 
budget  authority  and  $950  million  in  outlays  for  fiscal  years  1990 
through  1997*  In  this  case  operating  and  support  outlays  would 
decrease  by  an  average  of  approximately  $136  million  per  year. 


These  savings  estimates  are  shown  on  Table  III. 2  in  Appendix  III. 
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CASE  II 

The  estimated  budget  authority  and  outlay  savings  calculated  for 
case  II  are  shown  on  Table  III. 3  in  Appendix  m.  The  principal 
assumptions  for  this  case  are  that: 

—  indirect  operating  and  support  costs,  such  as  base  support  and 
other  overhead  costs,  would  vary  in  proportion  to  direct  costs, 

—  operating  and  support  savings  would  occur  in  military  personnel 
accounts , 

--  ship  procurement  plans  would  be  delayed  only  for  those  ship- 
types  for  which  there  are  no  shortfalls  expected  during  the 
1990s,  and 

—  aircraft  in  the  Midway  air  wing  would  be  reassigned  as  needed  to 
fill  shortfalls,  rather  than  retired  earlier  than  planned, 

in  this  second  case,  estimated  budget  authority  and  outlay  savings 
for  fiscal  years  1990  through  1997  are  about  $2.6  billion,  more 
than  double  the  savings  in  case  I.  All  of  the  budget  authority 
reductions,  and  most  of  the  outlay  savings,  result  from  reductions 
in  operating  and  support  costs.  Because  ship  construction  plans 
would  be  delayed  for  only  those  ship  classes  where  shortages  are 
not  expected,  outlay  savings  for  ship-  cons truct ion  amount  to  only 
about  $320  million  over  the  7-year  period.  Fiscal  year  1989  ship 
construction  budget  authority  could  be  reduced  by  about  $1.3 
billion,  but  if  the  Navy  is  to  achieve  its  ship  construction  goals 
by  1997,  these  amounts  would  need  to  be  authorized  by  fiscal  year 
1994  resulting  in  no  budget  authority  savings  over  the  7-year 
period. 
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Because  case  II  took  into  account  aircraft  shortages,  direct 
savings  for  the  air  wing  were  about  $350  Billion*  No  budget 
authority  or  outlay  savings  were  calculated  for  the  A-6E  Intruders 
or  EA-6B  Prowlers  because  of  current  shortfalls  and  there  was  only 
a  small  savings  for  the  F/A-18  Hornets.  We  assumed  the  A-6Es  and 

EA-6Bs  from  the  deactivated  wing  would  be  reassigned  to  offset 
projected  shortfalls  of  those  aircraft  in  other  wings,  and  that  the 
F/A-18  Hornets  would  replace  older  A-7E  Corsairs  scheduled  to  be 
retired  in  fiscal  years  1990  through  1992*  Air  wing  operating  and 
support  savings  occurred  priaarily  because  older  SH-3H  Sea  Kings 
and  E-2C  Hawkeyes  were  assumed  to  be  retired  earlier  than  planned. 

CASE  III 

The  principal  assumptions  we  used  for  case  III  were  that  in 
addition  to  direct  operating  and  support  costs  for  the  Midway ,  the 
Coral  Sea,  and  the  associated  air  wing: 

--  all  aircraft  associated  with  the  deactivated  wing  would  be 

retired  or  used  to  replace  older  aircraft  which  would  be  retired 
rather  than  used  to  satisfy  shortfalls; 

--  the  fiscal  year  1989  procurement  plans  for  new  ships  and 

munitions  associated  with  the  15th  carrier  battlegroup  would  be 
postponed,  including  ships  for  which  shortfalls  are  projected, 
and 

--  indirect  operating  and  support  costs,  such  as  base  support  and 
other  overhead  costs,  would  decrease  proportionally  with  direct 
costs . 

Based  on  these  assumptions,  we  calculated  potential  budget 
authority  savings  of  $5.1  billion  and  outlay  savings  of  about  $4.9 
billion  for  the  7-year  period.  About  $2.7  billion,  or  about  54 
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percent,  of  the  outlay  saving*  would  cose  fro*  reductions  in  direct 
operating  and  support  costs  for  the  two  carriers  and  the  air  wing. 
This  consists  of  about  $1.6  billion  from  deactivating  the  air  wing, 
$320  Million  from  retiring  the  Coral  Sea  in  mid-1990,  and  $700 
million  from  retiring  the  Midway  in  mid-1992.  The  remainder  of  the 
outlay  savings  comes  from  indirect  costs  ($1.8  billion)  and  from 
costs  avoided  in  ship  construction  and  weapons  procurement  accounts 
($470  million).  These  amounts  are  shown  on  Table  III. 4  of  Appendix 
III  under  the  section  labeled  "Outlays." 

One  important  assumption  for  estimating  purposes  was  that  decisions 
would  be  made  with  sufficient  lead-time  to  allow  the  savings  to 
occur.  This  is  particularly  important  to  achieve  savings  in  ship 
construction  and  weapons  procurement.  Assuming  that  the  fiscal 
year  1989  procurement  plans  could  be  postponed,  we  estimated  that 
about  $2  billion  could  be  saved  in  fiscal  year  1989  budget 
authority.  However,  as  in  case  II,  if  the  Navy  is  to  achieve  its 
ship  construction  goals  by  1997,  these  amounts  would  need  to  be 
authorized  by  1994.  Thus,  overall  budget  authority  savings  for 
ship  construction  and  weapon  procurement  over  the  7-year  period  is 
ze  ro  • 

Outlays  decrease  in  ship  construction  and  weapons  procurement 
accounts  by  about  $470  million  over  the  7-year  period,  but  like 
budget  authority,  there  are  no  long  term  outlay  savings  as  outlays 
are  merely  postponed  until  after  1997.  This,  of  course,  assumes 
that  the  Navy  would  have*  15  deployable  carrier  battlegroup  after 
1997  . 

Adopting  the  policy  actions  required  to  achieve  the  case  III 
savings  would  exacerbate  the  Navy’s  projected  shortfall  of  ships 
and  aircraft.  This  depends  on  many  factors,  but  as  pointed  out  in 
the  Secretary  of  Defense’s  posture  statement  for  fiscal  year  1988, 
even  under  the  existing  shipbuilding  plan,  the  Navy  will  experience 
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a  serious  shortfall  of  combatants  and  support  ships  the  1990s.  Our 
October  1987  classified  report*  on  the  status  of  the  Navy’s  fleet 
expansion  efforts  elaborated  on  this  issue.  It  estimated  that  even 
if  the  Navy  were  able  to  fully  execute  its  shipbuilding  plan,  it 
would  be  52  ships  short  of  its  minimum  force  requirement  for 
carrying  out  the  maritime  strategy.  Our  report  concluded  that  if 
historical  patterns  prevailed,  the  shortfall  may  be  as  high  as  76 
ships. 2  Copies  of  that  report  have  been  provided  to  the  Committee. 

COST  TO  OPERATE  THE  MIDWAY  BATTLEGROUP 

Mr.  Chairman,  you  also  asked  us  to  calculate  how  much  it  costs 
annually  to  operate  and  support  the  Midway  carrier  battlegroup. 

We  calculated  the  annual  operating  cost  in  two  different  ways.  We 
first  calculated  the  estimated  cost  to  operate  the  Midway  carrier 
battlegroup  as  it  is  currently  configured.  Direct  and  indirect 
outlays  for  this  configuration  are  about  $1  billion  annual ly— abou t 
$620  million  for  direct  costs  and  about  $400  million  for  indirect 
costs.  We  also  calculated  the  cost  to  operate  and  support  a  Midway 
carrier  battlegroup  in  the  configuration  that  the  Navy  would  like  — 
what  the  Navy  calls  a  notional  configuration.  Outlays  for  this 
type  of  configuration  would  run  about  $1.4  billion  annually  for 
both  direct  and  indirect  costs.  Budget  authority  would  be  somewhat 
higher  than  this  due  to  the  lower  average  spend-out  rates  for  some 
accounts.  These  amounts  are  shown  in  Table  IV. 1  in  Appendix  IV. 


*Navy  Ships:  Status  of  the  Navy’s  Fleet  Expansion  Efforts,  GAO/C- 
NSIAD-88-3,  October  27,  1987. 

2We  analyzed  21  years  of  Navy  experience  in  achieving  shipbuilding 
plans.  The  analysis  showed  that  if  the  historical  pattern  of 
authorization  and  funding  prevails,  shortfalls  of  certain  ship 
types  may  be  greater  than  the  shortfalls  for  which  the  Navy  is 
planning  . 


85-712  -  88  -  3 
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SUMMARY 


In  summary  Mr.  Chairman,  the  Navy  official*  with  whom  we  spoke  made 
it  clear  that  the  proposal  to  retire  two  aircraft  carriers  ahead  of 
schedule,  and  to  wait  until  1997  to  have  15  deployable  aircraft 
carriers  in  the  fleet,  has  implications  for  the  Navy's  ability  to 
meet  national  security  commitments.  We  have  not  evaluated  the 
security  or  maritime  strategy  ramifications  of  such  a  decision. 

However,  each  of  our  3  cases  would  impact  in  some  way  the  Navy's 
force  structure  and  the  number  of  ships  that  will  be  available  to 
the  fleet. 

As  I  mentioned  earlier,  even  with  the  Navy’s  current  shipbuilding 
plans,  it  will  not  have  all  the  combatants  and  support  ships  it 
needs  to  satisfy  its  battleforce  requirements  into  the  1990s  and 
beyond.  Continuing  with  the  Navy's  current  shipbuilding  plan--the 
primary  assumption  for  case  I— would  have  the  least  negative  impact 
on  the  Navy's  shortfall  situation.  It  would  generally  not  cause 
the  shortfalls  to  worsen,  and  indeed  the  remaining  14  deployable 
carrier  battlegroups  may  have  greater  warfighting  capability  than 
they  otherwise  would  have  as  new  ships  enter  the  fleet. 

Case  II  would  essentially  maintain  the  status  quo  with  regard  to 
the  combat  capability  of  the  remaining  14  deployable  carrier 
battlegroups,  but  overall  the  Navy  would  have  fewer  ships  in  the 
fleet  than  currently  planned  throughout  the  1990s.  Under  case  II 
assumptions,  construction  would  only  be  delayed  for  ships  not 
expected  to  be  in  a  shortfall  position.  Thus,  the  Navy  would 
continue  to  improve  its  force  goals,  but  at  a  slower  pace  than 
planned . 


63 


If  the  assumptions  we  used  to  calculate  our  case  III  savings  were 
to  be  adopted  as  policy,  the  Navy  may  have  greater  shortfalls  of 
ships  than  currently  projected  in  the  latter  part  of  the  1990’s  and 

into  the  next  century.  The  extent  to  which  such  a  policy  would 
affect  the  shortfalls  estimates  depends  mostly  on  future  policy 
choices  that  concern  budget  plans,  but  it  also  depends  to  some 
extent  on  whether  the  Navy  can  extend  the  service  life  of  some 
ships  and  whether  construction  time  can  be  shortened. 


This  completes  ray  prepared  remarks.  We  would  be  pleased  to  respond 
to  any  questions  you  may  have. 
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APPENDIX  I 


APPENDIX  I 


A  Comparison  of  POD,  CBO,  and 

GAO  Estimate* 


In  addition  to  GAO,  the  Congressional  Budget  Office  and  the 
Department  of  Defense  also  calculated  an  estimated  savings  by 
retiring  the  Midway  and  Coral  Sea  ahead  of  schedule,  and  by 
deactivating  a  Midway- type  airwing.  Figure  1.1  shows  the  range  of 
savings  estimates  calculated  by  each  agency.  This  information  is 
shown  in  summary  form  in  table  1.1. 

FIG.  1.1.  POTENTIAL  SAVINGS  ESTIMATES 
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TABLE  1.1  COMPARISON  or  DOD,  CBO,  AND  GAO  POTENTIAL  SAVINGS 
ESTIMATES 
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The  different  savings  estimates  for  budget  authority  and  outlays 
are  based  on  a  wide  range  of  assumptions  for  decreasing  operations 
snd  maintenance,  military  personnel,  and  procurement  costs  between 
1989  and  1997.  CBO's  data  can  be  used  to  calculate  several 
estimates.  For  ease  of  comparison,  we  categorized  these  as  CBO 
esse  I  snd  CBO  case  II.  As  with  GAO's  cases  II  snd  III,  CBO's  case 
II  assumed  that  personnel  levels  would  be  reduced.  CBO's  case  I 
sssumed  that  manpower  levels  would  remain  constant,  as  does  our 
first  case.  In  general,  CBo  snd  GAO  estimates  differ  because  CBO 
(1)  used  budget  data  from  its  Defense  Resources  Model  snd  (2) 
sssumed  new  airersft  to  fill  shortfslls  would  be  purchased  at 
expected  prices  for  buys  planned  for  1992.  In  contrsst,  GAO  used 
historical  VAMOSC-Ships  snd  VAMOSC-Air  cost  dsta  to  determine 
potential  air  wing  savings  snd  considered  sirersft  shortfalls  only 
in  cases  I  and  II.  DOO's  estimate  and  our  first  case  estimates 
were  similar.  However,  unlike  our  first  esse,  the  DOD  estimate 
assumed  that  (1)  the  Midway  would  be  replaced  by  s  For  res tal  class 
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carrier  In  1992  Instead  of  1997  and  estimated  the  coat  of  altering 
base  facilities  in  Japan  to  accommodate  the  larger  carrier,  and  (2) 
planned  manpower  would  decrease.  A  summary  of  the  differing 
assumptions  is  in  table  1.2. 

TABLE  1.2  COMPARISON  OF  DOO,  CEO.  AND  GAO  ASSUMPTIONS 


CA0  Case 

Assumption 

POD 

CBO 

1_ 

11 

111 

—  Operating  and  support  cost 
savings  tor  Midway  and  Coral 

Sea 

Yes 

Yes 

Yes 

Yes 

Yas 

—  Estimate  cooslders  cost  of 
replacing  Midway  with 
Porrastal  class  carrier 

Yes 

No 

No 

No 

No 

—  Operatlog  and  support  cost 
savings  for  air  wing 

Yes 

Yes 

Reduced  (b) 

Reduced  (b) 

Yas 

—  Military  personoal  coat 

savlogs  (decreases  In 

plaoned  manpower) 

Yes 

Yes 

(a) 

No 

Yes 

Yes 

—  Marine  Corpe  personnel 
savings 

No 

Yes 

(s) 

No 

Yes 

Yas 

—  Navy  Reserve  Personoal 
savlogs 

No 

Yes 

(*) 

No 

No 

No 

—  Sea  and  flight  pay  savings 

Yes 

Yes 

Yes 

Yes 

Yes 

~  Indirect  Cost  savlogs 

No 

Yes 

No 

Yes 

Yes 

—  Retired  pay  accrual 

savings 

No 

Yes 

(•) 

No 

Yes 

Yes 

—  Ship  coostructlon  cost 

savings  (shipbuilding  plane 
chaoga) 

■o 

Vo 

No 

Reduced  (c) 

Yes 

—  Aircraft  procurement  cost 

savlogs 

No 

No 

No 

No 

No 

—  Cost  savings  for  munltlooa 

No 

No 

No 

Reduced  (c) 

Yes 

(a)  CIO  developed  two  sets  of  estimates  which  could 
These  assumption*  applied  only  to  CBO's  Casa  11 

be  divided 

loto  various 

subsets . 

(b)  Air  wing  saving*  dacraaaed  aa  aircraft  ara  reassigned  to  fill  shortfslls,  replace 
oldar  aircraft,  or  ara  retired  at  ages  now  plaoned  by  the  Navy. 

C c )  Procurement  savings  decrease  because  ships  sod  munitions  procurcmeot  plana  era 

reduced  only  for  those  requlrameote  not  expected  to  be  lo  short  supply  during  the 
1990s. 
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APPENDIX  II 


APPENDIX  II 


ASSUMPTIONS 


To  assess  the  range  of  estimated  budgetary  savings  that  would 
likely  be  realised  f rom  implement ing  the  Committee's  proposal, 
various  assumptions  were  made.  The  assumptions  applicable  to  each 
of  the  three  cases  are  as  follows: 


Assumpt ion 

CASES 
12  3 

The  Navy  would  operate  and  maintain  one  less  aircraft  x  X  x 

carrier  and  one  leas  air  wing  than  planned  for  the 
period  July  1990  through  July  1997. 

There  would  be  no  real  growth  in  the  budget  after  XXX 

fiscal  year  19BS. 

Decisions  to  retire  the  carriers  and  decommission  the  X  x  x 

air  wing  would  be  made  with  sufficient  lead  time  to 
allow  savings  to  accrue. 


Retired  ships  and  aircraft  would  be  sold  for  salvage  XXX 

(not  mothballed)  and  retirement  coats  would  equal  the 
salvage  value. 

Operating  and  support  savings  would  occur  in  XXX 

Operation  and  Maintenance,  Navy  and  Marine  Corps; 

Weapons  Procurement,  Na^ty;  Aircraft  Procurement 
Navy;  and  Other  Procurement,  Navy,  accounts. 

Operating  and  support  savings  would  occur  in  XX 

Military  personnel  accounts. 
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ASSUMPTIONS 

CASES 
12  3 

Operating  tempos  would  remain  at  the  current  level  XXX 

throughout  the  1990s. 

If  not  retired,  the  proportion  of  total  aircraft  XXX 

carrier  funds  allocated  to  the  Midway  and  Coral  Sea 
would  remain  at  the  current  level  throughout  the 
1990s  . 


Activation  and/or  deactivation  would  occur  at  X  X  x 

mid-year . 

The  Midway  blister  problem  would  not  be  corrected.  XXX 

Indirect  Operation  and  Maintenance,  Navy,  x  x 

costs  would  vary  in  proportion  to  direct  costs. 


Indirect  costs  would  not  decrease  if  Navy  operated  x 

and  maintained  one  less  aircraft  carrier  and  wing. 

Planned  manpower  level  would  decrease  in  fiscal  years  X  X 

1990  through  1997. 

Planned  manpower  level  would  remain  constant  in  fiscal  X 
years  1990  through  1997,  and  Midway  and  Coral  Sea 
personnel  would  be  reassigned  to  fill  shortfalls. 


The  Midway  a*r  ving  would  be  decommissioned  and  x 

aircraft  would  either  be  reassigned  to  replace  older 
aircraft  or  retired  earlier  than  planned. 

Midway  aircraft  would  either  be  reassigned  to  fill  X  X 

shortfalls,  replace  older  aircraft,  or  retired 
at  ages  now  planned  by  the  Navy. 
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ASSUMPTIONS 

CASES 
12  3 

Escort  and  under  way  replenishment  ships  would  remain  X  x  x 

in  the  active  force  and  would  be  reassigned  to  fill 
shortfalls  or  retired  at  ages  now  planned  by  the  Navy. 

Procurement  of  new  ships  and  munitions  would  be  XX 

delayed  and  result  in  savings  in  the  Shipbuilding 
and  Conversion,  Navy,  and  Weapons  Procurement,  Navy, 
accounts . 

Costs  avoided  for  new  ships  would  be  at  XX 

anticipated  fiscal  year  1989  prices. 

Fiscal  year  1989  procurement  plans  for  Hid  way  X 

battlegroup  and  underway  replenishment  ships  would 
be  delayed  until  1994  without  considering  shortfalls. 

Shipbuilding  plans  would  be  delayed  for  only  X 

those  ships  not  expected  to  be  in  short  supply 
during  the  1990s. 

Planned  munitions  procurement  for  the  15th  carrier  X 

battlegroup  would  be  delayed  until  1995. 

Munitions  procurement  would  be  fully  funded  because  x  X 

sll  items  are  assumed  to  be  in  short  supply  in  the 

1990s. 


Ship  procurement  plans  would  be  fully  funded. 


X 


70 


APPEW1I  111 


tffWII  111 


TABLE  111.1.  $LW«y  TABLE:  FISCAL  TEARS  1110  THftOOfiH  1117  ESTIMATED  SAVINGS 

uuuumiiniHttuiinsiimtiituuiittummittiitxiitttimtiittiuttnxtuiiiiitifitiiifisifitftifttt 


Mf«t  Authority 


-  CiM  - = - 

1  '  2  3 


Outlays 

Cm 

2 


Saviaqs  Cataqory  1*2  J  1 
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- tFiKil  ¥**r  If 88  foliar*  ia  Hi  1  lions) - 

DIRECT  OPERATIONS  l  SUPPORT 


Rihtary  PKSoanol,  Navy  (a) 

0 

I4f  1 

*853 

0 

>422 

*734 

Nat trial  k  OthK  Skvuos 

11,100 

1,100 

2,228 

*144 

144 

1,114 

IlistK  Prokloa  (k) 

4 

_ 4 

_ 4_ 

« 

4 

_ 4 

Total  Diract 

>1,104 

n,w3 

*3,085 

*150 

*1,372 

*2.453 

INDIRECT  OPERATIONS  k  SUPPORT 


OpKations  k  Naiatonanca,  Navy  (c) 

0 

>871 

11,821 

0 

>754 

>1,544 

Rotlrod  Pay  Accrual 

150 

ja 

-a 

Total  lnliroct 

2 

*1,021 

>2,051 

_0^ 

>104 

*1,804 

COST  AVOIDANCE  IN  PRXUREAENT  ACCOUNTS 

Ship 

0 

0 

0 

0 

>320 

*458 

Annum  t  ions 

0 

0 

_0_ 

0 

0 

10 

Total  Cost  Avoidanct 

± 

*320 

>448 

TOTAL  (1) 

*1,104 

>2,425 

>5,144 

>150 

>2,318 

>4,123 

unnnnnnunnnunsinuuuun 

mummua 

(a>  lirKt  OpKations  anl  Sspport  oilitary  pKsonaal  costs  an  kasic  pay  anl  aJlo»MCOt  of  Nary  Ml  brlM 
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pay  accrual  a*l  othor  pKioantl  costs  itlUKtly  rolatol  to  skip  anl  air  viaq  opKations  u4  soppcrt. 

Ik)  Navy  cost  ostiaato  for  aolifyiAp  tka  U.S.S.  RlAuy  to  holp  cornet  roll  notions  Ml  Mtooss  k ok  1ms. 

(c)  Operations  anl  Aaiatonanco,  Navy  Paso  up  port  costs  lalirKtly  rolatol  to  tko  oporations  of  skips 
aol  aircraft  II. t.,  Paso  opKations  Ml  sapport,  roal  propKty  aaiotoauco,  ate.) 
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TABU  111,2.  CASE  I:  ESTJHATEt  COST  SAVIMSS 

(FISCAL  YEAR  ITB8  WILMS  IK  K1UICKS) 
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$279 


$102 

204 

171 

138 

138 

138 

138 

69 

$1,100 


$4 

0 


$4 


$106 

204 

171 

138 

138 

138 

138 

-41 

*1.104 


DIRECT  01S  (0lra.*P*.0PX,APN) 


Coral  Sta  HidMav 


Total 

5ir«t 

01S 


Hidvav 

Bhittr 

Proble* 


Total 

Estnatrd 

Cost 


$58 

115 

58 


1994 

1995 

1996 

1997 


$0 


48 


95 

95 


48 


$30 

60 

42 

24 

24 

24 

24 

12 


<231 


$476 


$240 


$88 

175 

147 

119 

119 

119 

119 

JO 

<946 


$4 


lurmnsrsi: 


lutzuiiimm 


xxunnuiti: 


$92 
173 
147 
119 
119 
119 
119 

JL 

m 

issutsitiitsxzi 


HUE  MU.  CASS  2t  ESTIJtttn  COST  W1K$ 

(FISCAL  TfM  \m  MUMS  IN  NIU10NS) 


72 


K 

M 

e 

w 

*- 

a 


S 

« 


e  e 


_S**s?na*j  | 
H  Hi 

i 


S5S3RJ? 


~~  31 


r| 


*5*«*2*»|  ||| 


HSSSS5SSI  || 

srs  —  H  !|| 

s-sas3  =  =|  ||| 


m 


iHt  E;Et:  12 


Ill  110M24 « 


73 


m 


:  i  v  _ 


T 

*  — 
:  s 


1 ! 

i  I 


»  S 


a!: 

!i  *  s 

■  ■  ^  i 


.  ►  8 
fc  Z  -  8 


1  £ 


l§5 


Sr  =  *S6SSS|  5 


3 


I  1 


te  ;  s 
B  i  a 
E  I  *  3 
*t  ,  w  s 
£  •  & 
5  :  : 


5  =  2  —  5  =  51  = 


. . i  =n  j 

I 


§11  ! 


|S5rrr«5|  | 
§3S5555S|  HI 
§S  =  £  =  ~~*|  El 


l 


if)  f 

. i  n 


Z  it  5 

~  ~  3 


'll 


s  i 


•  s 


-  t  z 

1 2  I 

£  S  £ 


i?5 

Jl* 

s  «  ! 
f  S 


5 

;ig  : 


i  2: 

i  »  ■ 

i  { » I 

**i  J 

i  £ 


-  S*  3 1 
i  i'  ? 


8  g 

i  ! 

8  *  I 


i  A  8 


£  !  & 

! 

J 


tf See  2 


8 
8 
8 
8 
3 
8 
8 

3  _ 

8  £  *  % 

8  B  r 


£  - 


S555*iE3|| 


;cc*-5|es|  .(|  j 


|53S  — !!!|  3|| 


►O'*  W  N  N  IX  -I 

px  »  rx  rx  ix  ix  —I 
^*<C**4*^| 


1 


Ss=!  =ssssss=|  gii 


ii  ?| 

-rxkNixixix-l 


I 


H 


•;  =  5  =  5  =  |  =|  | 


§5* . |  §| 


§n 


IIIeeIIee 


74 


APPENDIX  IV 


APPENDIX  IV 


COST  TO  OPERATE  THE  MIDWAY  BATTLECROUP 

In  addition  to  estimating  the  potential  savings  available  by 
retiring  the  Midway  and  ’Coral  Sea  aircraft  carriers  early,  we  were 
asked  to  calculate  how  much  it  costs  annually  to  operate  and 
support  the  Midway  carrier  battlegroup. 

The  Navy  has  classified  SECRET  the  exact  make-up  of  both  the 
current  and  notional  Midway  carrier  battlegroup.  This  data  has 
been  provided  separately  to  the  Committee.  In  general,  however,  in 
addition  to  the  aircraft  carrier,  the  current  battlegroup  is 
composed  of  surface  combatants,  attack  submarines,  support  ships,  a 
helicopter  squadron,  and  an  air  wing  composed  primarily  of  A-6E  and 
F/A-18  aircraft.  The  Midway-type  notional  battlegroup  is  composed 
of  more  capable  surface  combatants,  submarines,  a  larger  fleet  of 
underway  replenishment  ships--along  with  he  1 icopter s--a  larger 
helicopter  squadron,  and  the  same  air  wing  as  in  the  current 
conf  igur at  ion . 

He  calculated  the  annual  operating  cost  in  two  different  ways.  We 
first  calculated  the  estimated  cost  to  operate  the  Midway  carrier 
battlegroup  as  it  is  currently  configured.  This  configuration 
coats  about  $1  billion  annually  to  operate  and  support.  We  also 
calculated  the  cost  to  operate  and  support  a  notional  Midway 

carrier  battlegroup  configuration.  Outlays  for  this  type  of 
configuration  would  be  about  $1.4  billion  annually  for  both  direct 
and  indirect  costs.  Funding  requirements  for  the  notional 
battlegroup  are  higher  because  this  configuration  incorporates  the 
newer,  larger,  and  more  sophisticated  escorts  and  helicopters  found 
In  Navy's  fleet  modernization  plan.  The  total  funding  requirements 
also  include  the  additional  escorts  and  supply  ships  necessary  to 
meet  the  notional  requirements  for  the  underway  replenishment  group 
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that  accompanies  the  Midway.  Budget  authority  would  be  somewhat 
higher  than  this  due  to  the  lower  average  spend-out  rates  for  some 
accounts.  These  amounts  are  shown  in  table  IV. 1,  below. 
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OBJECTIVES, 

SCOPE  AND 

METHODOLOGY 

objective  was  to  determine  the  potential  direct  and  indirect 
|et«ry  savings  for  fiscal  years  1990  through  1997  that  may 
lit  from  accelerating  the  retirement  of  the  Coral  sea  and  the 
£,  and  decommissioning  a  Midway-type  air  wing.  This  analysis 
llmded  determining  potential  ship  construction  and  other 
ffmrement  savings  available  by  delaying  fiscal  year  1989  plans  by 
•rs.  In  estimating  procurement  cost  avoidances,  we  considered 
acquisition  plans,  projected  shortfalls  of  ships,  aircraft, 
weapons,  and  substitution  between  new  and  older  class  ships, 
ftlmo  estimated  the  total  annual  operating  and  support  costs  for 
«  motional  and  currently  configured  aircraft  carrier 
iroup,  separately  identifying  expenditures  for  the  carrier, 

•nd  underway  replenishment  ships  and  aircraft.  Our  Midway- 
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type  bat  t legroup  estimates  included  direct  and  indirect  operating 
and  support  costs  in  military  personnel,  operations  and 
maintenance,  and  procurement  accounts. 

Data  sources  used  to  calculate  direct  and  indirect  costs,  and 
procurement  cost  avoidances  were: 

--  Navy's  Visibility  and  Management  of  Operating  and  Support  Costs 
Total  Support  System  reports  for  ships  and  aircraft  (VAMOSC- 
Ships  and  VAMOSC-Air) , 

--  DOD  budget  justification  documents, 

—  Navy  cost  analysis  documents, 

—  Navy's  program  plan  and  extended  planning  annex, 

--  Navy's  March  1985  and  October  1987  Surface  Ship  Combat  Systems 
Master  Plans,  and 

—  GAO  report,  Navy  Ships:  Status  of  the  Navy's  Fleet  Expansion 
Efforts ,  GAO/ C- NS  I AD-8  8  - 3 ,  October  27  ,  1987. 

All  cost  data  is  shown  in  1988  constant  dollars  using  May  1987 
inflation  data  from  the  "National  Defense  Budget  Estimates  for 
Fiscal  Year  1988/1989"  issued  by  the  Office  of  the  Assistant 
Secretary  of  Defense  (Comptroller) .  Composite  outlay  rates  were 
calculated  using  DOD  data,  taking  into  account  expenditures  that 
would  occur  from  current  year  funding  authority  as  well  as  funds 
authorized  in  previous  years. 

VAMOSC  reports  provide  a  comprehensive  and  readily  available  single 
source  of  actual  operating  and  support  expenditures  for  active 
ships  and  aircraft.  VAMOSC  data  elements,  collected  from  various 
budget  and  accounting  reporting  systems,  parallel  the  operating  and 
support  costs  elements  and  guidelines  of  the  office  of  the 
Secretary  of  Defense  (OSD)  Cost  Analysis  Improvement  Group. 

VAMOSC-Ships  is  an  on  1 Fne  data  base  containing  ten  years  of 
historical  data.  It  contains  direct  operating  and  support 
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expenditures  for  21  ship  types  by  class  and  hull  number  with  data 
broken  down  into  121  data  elements.  The  Navy  tests  VAMOSC  reports 
yearly  when  new  data  sources  and/or  formulas  are  introduced  into 
the  system.  Our  evaluation  indicates  that  data  elements  are 
relatively  accurate  and  historically  consistent. 

VAMOSC- Ai r  data  are  collected  and  prepared  annually  as  hard  copy 
reports.  These  reports  contain  direct  operating  and  support 
expenditures  for  every  aircraft  type,  model,  and  series  In  the  Navy 
inventory.  Although  the  VAMOSC-Air  reports  are  available  from 
fiscal  year  1975,  the  format  and  data  elements  are  not  historically 
consistent  and  only  the  data  for  fiscal  years  1985  and  1986  meet 
Navy  verification  standards. 

in  estimating  direct  operating  and  support  costs,  we  examined 
historical  VAMOSC-Ships  data  for  trends  by  taking  3,  4,  and  5  year 
moving  cost  averages  for  both  the  Coral  Sea  and  the  Midway .  The  5 
year  averages  best  smoothed  out  annual  cost  variances  and  were  used 

for  estimating  direct  operating  and  support  costs  and  potential 
budgetary  savings  for  all  ship  types  and  classes. 

We  identified  annual  operating  and  support  cost  data  for  all  ships 
and  aircraft  in  the  Navy’s  current  and  notional  Midway  battlegroup 
configuration.  At  our  request,  the  Navy’s  VAMOSC-Ships  staff 
prepared  a  special  report  entitled  "Total  Support  System  Report" 
which  presented  fiscal  years  1982  through  1986  operating  and 
support  expenditures,  averaged  by  selected  ship  types  and  classes 
in  our  model.  We  aggregated  cost  data  elements  into  three  groups 
to  show  operation  and  maintenance,  military  personnel,  and 
procurement  expenditures. 

All  aircraft  in  the  notional  Midway  air  wing  and  on  the  carrier 
battlegroup  escort  and  underway  replenishment  ships  are  represented 
in  our  model.  Because  historically  consistent  data  were  not 
available  for  aircraft  operating  and  support  costs,  direct  aircraft 


78 


operating  and  support  cost*  were  estimated  using  average  fiscal 
year  1985  snd  1986  VAMOSC-Air  report*.  Since  the  Midway 
bsttlegroup  i*  home-ported  in  Japan*  we  used  the  Pacific  Pleet  cost 
data  and  weighted  the  variable  costs  by  flying  hours  to  calculate 
the  2  year  average.  Notional  aircraft  figures  were  multiplied  by 
1.5  to  factor  in  additional  operation  and  maintenance  and 
procurement  costs  associated  with  fleet  readiness  squadrons,  the 
maintenance  pipeline*  and  attrition.  A  factor  of  1.25  was  used  for 
additional  military  personnel  costs. 

Estimates  of  indirect  operating  and  aalntenance  costs  were 
developed  from  both  VAMOSC  and  Navy  budget  data.  Although  VAMOSC 
reports  accounted  for  almost  all  direct  operating  and  support 
expenditures*  VAMOSC  captured  only  those  costs  that  could  be  easily 
allocated  to  specific  ships  and  aircraft. 

We  reviewed  the  Operations  snd  Maintensnce*  Navy  (04M,N)  budget 
justification  data  to  determine  whether  direct  and  indirect  costs 
were  identified  separately.  Certain  budget  activities  such  as  bas 
operating  support  and  real  property  maintenance  were  clearly 
distinguishable  as  indirect  costs.  Other  budget  cstegorles*  such 
as  field  operations  snd  procurement  support,  contained  a  mixture  c 
direct  snd  Indirect  costs. 

We  compared  data  elements  in  the  VAMOSC  reports  snd  the  budget 
documents  and  found  that  the  04M,N  budget  line  items  do  not 
correspond  to  the  dats  elements  in  VAMOSC  reports.  However,  afte 
a  detailed  review  of  data  elements,  we  could  not  Identify  any 
direct  06 M, N  expenditures  that  may  have  been  omitted  from  VAMOSC 


reports . 
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Based  on  this  analysis,  and  discussions  with  Navy  and  other 
financial  managers,  we  concluded  that  it  was  reasonable  to  assume 
VAMOSC  reports  contained  all  direct  operation  and  maintenance 
expenditures.  Thus,  we -calculated  total  indirect  04M,N  costs  as 
the  difference  between  total  04M,N  budget  outlays  and  VAMOSC 
operation  and  maintenance  expenditures  (for  both  ships  and 
aircraft) .  The  ratio  between  the  total  indirect  04M,N  and  the 
total  VAMOSC  operating  and  support  outlays  for  fiscal  years  1985 
and  1986  was  then  applied  to  individual  ships  and  aircraft  in  our 
cost  model. 


To  estimate  indirect  military  personnel  costs  we  used  military 
personnel  line  items  in  budget  documents  and  VAMOSC  data  elements. 
We  found  that  VAMOSC  reported  only  36  percent  of  fiscal  year  1986 
Military  Personnel,  Navy  ( MPN)  expenditures.  MPN  line  items 
indirectly  associated  with  the  operation  and  support  of  ships  and 
aircraft  omitted  from  VAMOSC  reports  included  retired  pay  accrual 
as  well  as  basic  and  special  pay  categories  for  those  military 
personnel  assigned  to  shore  bases. 

We  calculated  average  retired  pay  accrual  for  officers  and  enlisted 
personnel  assigned  to  the  individual  ships  and  associated  aircraft. 
These  calculations  are  based  on  fiscal  year  1988  and  1989  budget 
justification  documents  which  show  that  retired  pay  accrual  equals 

about  50  percent  of  basic  pay  for  all  military  personnel,  using 
actual  fiscal  year  1986  expenditures  (inflated  to  fiscal  year  1988 
constant  dollars)  this  indirect  cost  was  allocated  proportionally 
to  individual  ships  and  .aircraft  in  our  cost  model. 


Our  estimates  include  payments  from  MPN  to  the  military  retirement 
fund,  but  exclude  the  retired  pay  accrual  for  military  personnel 
assigned  to  shore  bases  that  support  the  battlegroups .  Because 
data  does  not  distinguish  between  personnel  directly  supporting 
battlegroup  operations  and  those  that  support  other  Navy  functions 
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(e.g.,  research  and  development  or  procurement  of  new  ships,  etc.)  , 
our  cost  estimates  also  do  not  include  the  basic  pay  and  special 
pays  Cor  military  personnel  assigned  to  shore  bases.  This  resulted 
in  a  conservative  estimate  of  potential  savings  Cor  indirect  MPN 
expenditures. 


Several  options  existed  for  calculating  the  estimated  reductions  in 
the  Navy's  shipbuilding  and  munitions  budgets.  For  example,  for 
case  II  we  calculated  procurement  savings  talcing  into  account 
shortages  of  both  ships  and  munitions  and  substitution  criteria. 

We  estimated  shortages  by  comparing  current  force  levels  with  force 
requirements  listed  in  the  Navy's  October  1987  Surface  Ships  Combat 
Systems  Master  Plan.  Savings  decreased  when  we  considered 
shortfalls,  but  were  unaffected  when  we  considered  substituting 
older  ships  for  new  ships.  There  were  no  munitions  savings  when  we 
considered  shortfalls. 


In  case  III,  we  analyze^  the  potential  budgetary  savings  in  the 
Shipbuilding  and  Conversion,  Navy  (SCN)  and  Weapons  Procurement, 
Navy  (WPN)  accounts  assuming  that  (1)  escorts  and  underway 
replenishment  ships  serving  the  Midway  would  be  reassigned,  snd  ( 
fiscsl  year  1989  planned  procurement  of  ships  and  munitions  need* 
for  the  15th  battlegroup  would  be  postponed  until  1994.  This  « 
savings  option  would  produce  outlay  savings  between  1989  and  Iffyi 
snd  also  provide  4  years  to  meet  the  1997  ship  requirements. 
Outlsy  savings  decrease  shsrply  in  fiscal  year  1994  when  ship' s 
expansion  plans  would  resume,  procurement  cost  svoidance  estliH 
consider  offsetting  expenditures  in  later  years,  but  do  not 
consider  advance  procurement  funds  appropriated  in  years  priorjj 
fiscal  yesr  1989. 

This  analysis  identified  ships  the  Navy  could  avoid  purchasim^| 
fiscal  year  1989  that  are  part  of  the  notional  battlegroup  (4H 
defined  in  the  October  1987  Surface  Ships  Combat  Systems  HastlM 
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plan)  without  considering  whether  any  of  these  ships  are  in  short 
supply.  We  also  calculated  the  savings  associated  with  postponing 
*  the  procurement  of  ship  munitions.  These  savings  represent  the 

value  of  threat  munitions,  self  defense  weapons  and  resupply  on 
v 

ships  that,  under  this  scenario,  could  be  deleted  from  the  fiscal 
year  1989  WpN  budget  plan. 


Senator  Kennedy.  Senator  Cohen,  who  is  our  ranking  minority 
member,  has  joined  us.  And  we  are  pleased  to  have  the  ranking  mi¬ 
nority  member  of  the  full  committee,  Senator  Warner,  here. 

We  were  going  to  hear  from  all  the  witnesses,  and  then  try  and 
get  through  the  questions  that  we  had  and  try  to  get  reactions 
from  all  of  them,  and  get  as  much  exchange  as  we  could  given  the 
time  that  we  have  available. 

And  so  I  would  thank  both  of  you.  I  am  sure  we  will  come  back 
to  you.  And  we  would  move  to  Major  General  Ryan  from  the  Office 
of  the  Joint  Chiefs  of  Staff. 


STATEMENT  OF  MAJ.  GEN.  MARTIN  J.  RYAN,  JR.,  DIRECTOR  FOR 
FORCE  STRUCTURE,  RESOURCE,  AND  ASSESSMENT,  OFFICE  OF 
THE  JOINT  CHIEFS  OF  STAFF 


General  Ryan.  Good  afternoon,  Mr.  Chairman,  and  distinguished 
members  of  the  committee.  I  am  Major  General  Ryan,  and  I  am 
the  Director  of  Force  Structure,  Resource,  and  Assessment  in  the 
Office  of  the  Joint  Chiefs  of  Staff. 

Before  I  begin  my  testimony,  Mr.  Chairman,  I  would  like  to 
gubcnit  to  you,  if  I  may,  the  Secretary  of  Defense’s  response  to  your 
of  March  2  for  the  record. 

Senator  Kennedy.  Thank  you  very  much.  We  will  make  that  a 
■id  of  the  record. 

Senator  Warner.  Mr.  Chairman,  might  that  be  duplicated? 
Snator  Kennedy.  That  will  be  a  part  of  the  record. 

inserted  as  part  of  Admiral  Dunn’s  testimony.  See  page 

Ryan.  I  am  very  pleased  as  an  Air  Force  officer  to  have 
ity  to  speak  to  you  this  afternoon  to  discuss  the  Joint 
ion  of  the  retirement  of  the  aircraft  carriers,  Coral  Sea 
i y,  and  what  the  impact  that  action  would  have  on  the 
•f  the  United  States  to  meet  its  peacetime,  and  of  course  po- 
wartime,  requirements  for  aircraft  deployments. 

begin  by  saying  that  Admiral  Crowe,  the  Chairman,  fully 
the  Navy’s  stated  force  structure,  which  includes  as  its 
a  minimum  of  15  deployable  carrier  battle  groups. 

that  it  is  a  realistic  force  structure  that  properly  con- 
important  issues,  such  as  geographic  constraints,  our 
ts  to  our  allies,  and  most  importantly,  the  Soviet 


